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The government's announcement in early January that it would attempt to slow the devaluation
of the peso by accelerating the privatization of some state properties while granting private
operating concessions for some economic activities now run by the government has spurred heated
controversy over the possible sale, even if partial, of the state-run oil company PEMEX, since it is
the only massive economic sector still run by the state. Debate is also growing over government
willingness to grant foreign firms control over Mexico's crude oil reserves. Speculation on whether
PEMEX would be placed on the auction block first arose in early January, when President Zedillo
in his emergency economic plan announced that the government would expedite the sale of such
government properties as PEMEX's petrochemical plants to raise revenues to help offset the
country's high current account deficit.
While President Zedillo did not specifically mention the possibility of privatizing PEMEX,
government sources told La Jornada daily newspaper in early January that the administration was
planning to seek new ways to attract private investment into the oil company's operations. This
proposal led to editorials in influential US newspapers, such as the Wall Street Journal, that Mexico
would go a long way towards solving its financial crisis by selling off PEMEX operations. According
to the trade publication Oil and Gas Journal, PEMEX is the world's fourth-biggest oil company,
earning US$7.7 billion from exports during 1994. The mere suggestion that PEMEX be sold off to
the private sector was somewhat of a surprise, however, since the Mexican Constitution designates
the state-run oil company and the country's supply of crude oil as the collective property of all
Mexicans. In fact, former president Lazaro Cardenas nationalized Mexico's petroleum industry in
1938, in order to prevent US- and other foreign-based multinational oil companies from gaining
control of Mexico's oil reserves.
During January, Lazaro Cardenas's son Cuauhtemoc Cardenas of the Democratic Revolution Party
(PRD) issued several statements vigorously opposing any effort by the governing Institutional
Revolutionary Party (PRI) to "solve a monetary problem" by surrendering PEMEX to the private
sector. In response to criticisms from the PRD and others, throughout January President Zedillo,
Pemex director-general Adrian Lajous, and Energy Secretary Ignacio Pichardo have all repeatedly
denied that the administration has any plans to transfer control of PEMEX to the private sector.
Meanwhile, in mid-January before the Zedillo administration succeeded in fully convincing
Mexicans that PEMEX would not be sold off to private investors a second controversy arose
involving the country's reserve of crude oil.
This second controversy followed an announcement by US President Bill Clinton that an agreement
had been reached with US congressional leaders to seek legislation to make available loan
guarantees to Mexico to prop up the peso if needed. The amount of loan guarantees was not made
public, but some sources estimated a total as high as US$40 billion. The loan guarantees are separate
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from the US$9 billion pledged by the US in early January. The earlier assistance was part of an
international loan package of US$18 billion to help Mexico support the beleaguered peso, which
has lost about 40% in value since the devaluation was first announced in late December of 1994 (see
SourceMex, 01/11/95). In statements to the press, US Treasury and US Federal Reserve sources said
congressional leaders had agreed to the latest loan guarantees because of promises by the Zedillo
administration to use the country's oil reserves as collateral for the loan guarantees. However, on
Jan. 13, a spokesperson for Mexico's Finance Secretariat (Secretaria de Hacienda y Credito Publico,
SHCP) issued a special statement denying the reports. Four days later, in a meeting with PRD
members, President Zedillo again denied that Mexico's crude oil reserves were offered as collateral
for the loan guarantees.
On the other hand, Zedillo told reporters after the meeting with the PRD members that he would
not fully rule out the future use of reserves as collateral to obtain loans, in the case of an extreme
emergency. While there is virtually no chance that PEMEX itself will be sold off to the private sector,
some analysts note that the government has ample room to maneuver without actually violating the
Constitution. In addition to expediting the sale of petrochemical plants, they said the government
can sign contracts with the private sector for partial sale or management of PEMEX support
services and to conduct such functions as exploration, drilling, fuel distribution, and construction
of distribution plants, pipelines, and other facilities. According to La Jornada, the multinational oil
companies Exxon and Shell have already been in contact with PEMEX officials about the possibility
of gaining concessions to drill wells and extract crude oil from the Paleocanon de Chicontepec, just
off the coast of Veracruz state. The crude located at the Paleocanon de Chicontepec is considered
part of Mexico's proven reserves of 64.5 billion barrels. In a document released in July of 1994,
PEMEX announced that its long-term modernization involved plans to turn over certain operations
to the private sector, including the construction of pipelines, management of the PEMEX medical
services agency, telecommunications, distribution of asphalt, and the operation of some shipping
agencies.
According to La Jornada, these support services would still at least partially remain the property
of PEMEX, but day-to-day operation would be turned over to a private company. Indeed, former
president Salinas set a precedent for privatizing PEMEX support services by reaching a joint venture
agreement with transportation and engineering company Grupo Protexa in March of 1994 to
operate PEMEX's fleet of aircraft. Under the agreement, Protexa gained control over 51% of the
air services enterprise, leaving PEMEX with a 49% share (see SourceMex, 03/16/94). Still, sources
told La Jornada that the first step in the privatization process will have to be the sale of the PEMEX
petrochemical plants. Such facilities were originally going to be sold in the early 1990s, but the
auction was postponed twice because the depressed global petrochemical market had reduced the
value of the plants (see SourceMex, 07/14/93 and 07/27/94).
On a related matter, a report from Mexico City-based Casa Vector estimated that the government
could earn between US$38 billion and US$50 billion for the sale of government properties or
concessions of services. The Vector list includes the petrochemical plants, but no other PEMEX
operations. According to the report, the petrochemical facilities could be placed in a package
including certain facilities currently operated by the Federal Electricity Commission (Comision
Federal de Electricidad, CFE) and the national railroad (Ferrocarriles Nacionales, FERRONALES),
which would raise about US$22 billion. The Vector report said the government could raise
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additional funds through the sale of the seafood marketing company Ocean Garden and the
newsprint company Productora de Papel. Both companies were targeted for privatization by former
president Salinas, but were taken off the market because bids offered were considered too low.
The Zedillo administration could raise additional funds, according to the Vector report, by selling
off its existing minority shares in Banco de Comercio (Bancomer) and Mexicana, which is Mexico's
second largest airline. (Sources: La Jornada, 01/03-06/95; Inter Press Service, 01/06/95; Spanish news
service EFE, 01/08/95; Wall Street Journal, 01/09/95; Notimex, 01/12/95; New York Times, 01/14/95;
Agence France- Presse, 01/06/95, 01/13-15/95; El Financiero, 01/17/95)
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